
RESOLUTION NO. 90-81 

A RESOLUTION OF THE LODI CITY COUNCIL 
APPROVING THE GEOTHERMAL PROJECT OPERATING AGREEMENT 
BY AND AMONG THE NORTHERN CALIFORNIA POWER AGENCY AND 

THE GEOTHERMAL PROJECT PARTICIPANTS 

RESOLVED, t h e  Geothermal  P r o j e c t  O p e r a t i n g  Agreement i s  hereby approved and 
t h e  City Manager and Ci ty C l e r k  a r e  h e r e b y  a u t h o r i z e d  and d i r e c t e d  t o  e x e c u t e  
t h e  Agreement for  and o n  b e h a l f  o f  t h e  c i t y ,  w i t h  such t e c h n i c a l ,  
n o n s u b s t a n t i v e  changes as h e  o r  she  may approve  a f t e r  consul  t a t i o n  w i t h  
c o u n s e l ,  and w i t h  t h e  unanimous c o n s e n t  o f  t h e  N o r t h e r n  C a l i f o r n i a  Power Agency 
and t h e  P r o j e c t  P a r t i c i p a n t s .  

Dated:  May 16,  1990 

I h e r e b y  c e r t i f y  t h a t  R e s o l u t i o n  No. 90-81 was passed and adopted by the 
C i t y  Council o f  t h e  C i t y  o f  L o d i  i n  a r e g u l a r  mee t ing  h e l d  May 16, 1990 by 
t h e  f o l l o w i n g  v o t e :  

Ayes : C o u n c i l  Members - Hinchman, O lson ,  P i n k e r t o n ,  Reid and S n i d e r  
(Mayor )  

Noes : C o u n c i l  Members - None 

Absen t :  C o u n c i l  Members - None 

A l i c e  M. Re3mche 
C i t y  C l e r k  

90-81 



N C PA A Public Agency 

Northern California Power Agency 
180 arby Way, Roseville California 95678 

MJCHAEL W. McDONALD 
General Manager 

(916) 781-4200 

April 6 ,  1990 

TO: - 
FROM : 

SUBJECT: 

NCPA Geothermal Project Participants 

General Manager 

Geothermal Operating Agreement 

In follow-up to Commission action of March 22, 1990 (NCPA 
Resolution No. 90-06), enclosed is a copy of the Geothermal 
Operating Agreement and a form of resolution f o r  presentation to 
your governing body for approval. 

Also enclosed is a copy of the NCPA Staff Report that was submitted 
to the Commission which describes the background and need for this 
agreement. If you require any additional NCPA staff support in the 
presentation of this Agreement before your governing body, please 
let me know as we would be happy to assist you in any way, 

Upon approval of this document, please send an executed copy of the 
Agreement and resolution to my attention. When all the 
participants have signed, a fully executed copy will be sent to you 
f o r  your records. 

By copy of this letter, I am also forwarding this Agreement to your  
City Clerk f o r  processing. 

Yours t r u l y ,  

MIcHI;EL w. MCDONALD 
General Manager 

Enc. 

cc: city Clerk 



.- 

RESOLUTION NO. 90-06 
RESOLUTION OF TEE 

NORTHERN CALIFORNIA POWER AGENCY 
AUTHORIZING THE EXECUTION OF THE 

GEOTHERMAL PROJECT OPERATING AGREEMENT 
BETWEEN THIS AGENCY AND THE 

GEOTHERMAL PROJECT PARTICIPANTS 

WHEEEAS, the Technical Committee and the Facilities Committee has 
prepared, revised and recommended for approval of the Geothermal Project Operating 
Agreement (Ageement), last revised as of March 8, 1990; and 

WHEREAS, the Agreement would accompiish all of the objectives evidenced 
in the July 28, 1983 Memorandum of Understanding Re NCPA Geothermal Projects, 
approved by the Project Pardcipants for Project No. 2 and for Project No. 3; and 

WHEREAS, h e  A,geement would allocate project costs equitably, make the 
Project Participants indifferent to the source of s t e m ,  and make the best use of the 
Powerplants and the Steamfieid; and, 

WHEREAS, the Geothermal Project Operating Agreement would 

institutionalize rigorous planning and provide for the future of the entire Project as a 
whole; and 

WHEREAS, this Commission h a s  found and determined that execution of the 
Geothermal Project Operating Agreement is in the best interest of this Asency and the 

Project Participants; 

NOW THEREFORE 3 E  IT HEREBY RESOLVED, as follows: 



Section 1. The Geothermal Project Operating Agreement is hereby 
approved and the General Manager is hereby authorized and directed on behalf of this 
Agency to execute and deliver the agreement with such nonsubstantive or clarifying 
changes as he may determine, with the advice of counsel, are in the best interest of this 

Agency. 

Section 2. The General Manager is hereby requested to circulate execution 
counterparts of the Geothermal Project Operating Agreement to each of the Project 
Participants with the recommendation of this Commission that each of then  execute 
and deliver the Agreement. 

PASSED AND ADOPTED this 2 n d  day  of March, 1990 by the following vote on roll 
Cal l :  

Alameda 
Biggs 
Gridley 
Healdsburg 
Lodi 

b m p o c  

Redding 
Pal0 All0 

Roseville 
santa Clan 
Truc kee 
Turlock 
Ukiah 
Plumas-S iena 

Abstained A bxny 

k 

x 
x 



G E O T H E R M A L  P R O J E C T  O P E R A T I N G  A G R E E M E N T  

B E T W E E N  

N O R T H E R N  C A L I F O R N I A  P O W E R  A G E N C Y  

A N D  

T H E  G E O T H E R M A L  P R O J E C T  P A R T I C I P A N T S  

D A T E D  A S  O F  , 1 9 9 0  
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G E O T H E R M A L  P R O J E C T  O P E R A T I N G  A G R E E M E N T  

B E T W E E N  
N O R T H E R N  C A L I F O R N I A  P O W E R  A G E N C Y  

A N D  

T H E  G E O T H E R M A L  P R O J E C T  P A R T I C I P A N T S  

THIS AGREEMENT (capitalized terms used herein shall have the meanings given them 
within their context, in section 1 of this Agreement, and in the instruments to which this 
Agreement refers), dated as of , 1990, by and among the Northern 
California Power Agency (NCPA), a joint powers agency and public entity of the State of 
California, and certain of its Members, the Cities of Alameda, Biggs, Gridley, Healdsburg, 
Lodi, Lompoc, Palo Alto, Roseville, Santa Clara, and Ukiah, and the Turlock Irrigation 
District, and the Plumas-Sierra Rural Electric Cooperative (Project Participants), is made 
with reference to these 

R E C I T A L S :  

A. The Member Agreement for Construction, Operation and Financing of NCPA 
Geothermal Generating Unit No. 2 Project, dated as of June 15, 1977, as amended and 
supplemented, by and among NCPA and certain of its Members, the Cities of Alameda, 
Biggs, Gridley, Healdsburg, Lodi, Lompoc, Roseville, Santa Clara, and Ukiah, and the 
Plumas-Sierra Rural Electric Cooperative provided for the construction, operation, and 
financing of the Project No. 2, consisting of two nameplate-rated 55-megawatt geothermal 
electric generating units (Project No. 2 Member Agreement ). 

B. The Member Service Agreement by and among NCPA and certain of its Members, 
the  Cities of Alameda, Biggs, Gridley, Healdsburg, Lodi, Lompoc, Palo Alto, Redding, 

Roseville, Santa Clara and Ukiah, and the Plumas-Sierra Rural Elecmc Cooperative, 
effective February 12, 1981, provides in section 5.01, among the provisions which are 
common to the three forms of the Member Service Agreement, for annual budgets, 
forecasts, and plans (Member Service Agreement). 

C. The Agreement for Construction, Operation and Financing of Geothermal 
Generating Project Number 3, dated as of July 1, 1983, as amended and supplemented, by 
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and among NCPA and certain of its Members, the Cities of Alameda, Biggs, Gridley, 
Healdsburg, L d i ,  Lompoc, Palo Alto, Roseville, Santa Clara, and Ukiah, and the Plumas- 
Sierra R d  Elech-ic Cooperative provided for (i) the constmction, operation, and financing 
of the Project No. 3, consisting of two nameplate-rated 55-megawatt geothermal elecmc 
generating units on the East Block, (ii) refinancing Project No. 2, (iii) sharing among 
Project No. 2 and Project No. 3, and (iv) defining the term “Project” to include Project No. 
2 and Project No. 3 (Project No. 3 Member Agreement ). 

D. Pursuant to section 4 of the Project No. 3 Member Agreement NCPA agreed to 
provide to each Project Participant, and each Project Participant agreed to take, or cause to 
be taken, such participant’s Project Entitlement Percentage of the capacity and energy of the 
Project. 

E. Section 16 of the Project No. 3 Member Agreement provides that NCPA may, in 
accordance with the provisions on member direction and review in section 11, enter into 
agreements for the transfer or sharing of resources, facilities, and costs between and among 
the Project No. 3 and other entities and projects (including without limitation Project No. 
2), which agreements may provide, among other things, for the transfer or sharing of 
steam, transmission facilities, generating equipment, spare parts, staff, insurance, taxes 
and other payments, and for the integrated operation of the Project No. 3 and Project No. 2 
by NCPA. 

F. Section 16 (c) of the Project No. 3 Member Agreement constitutes approval by the 
participants in Project No. 2 of, among other things, equal sharing between Project No. 2 
and the East Block portion of the Project of steam from the Project No. 2 area and the East 
Block area. 

G . Section 16 (d) of the Project No. 3 Member Agreement provides in part that, 
subject to t h e  specific terms of contemplated agreements for transfer or sharing of 

resources, facilities and costs in subsections (a) and (b) of section 16, Project NO. 2 and 
the East Block portion of Project No. 3 shall be conducted for the mutual benefit of all 
participants herein. 

H .  On July 28, 1983, NCPA on  behalf of the Project Participants in Project No. 2 and 
Project No. 3, declared in a Memorandum of Understanding Re NCPA Geothermal 
Projects, approved by the Project Participants for Project No. 2 and for Project No. 3, 
voting separately and in accordance with the procedures required of them, that the Project 
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Participants would negotiate a further agreement as authorized by the Project No. 3 
Member Agreement, which would include concepts with reference to the operation of the 
two projects, and some of those concepts have been accomplished by agreement or 
practice, and some remain for accomplishment or modification in this Agreement as 
follows. The concepts of the Memorandum of Understanding Re NCPA Geothermal 
Projects are: (1) Accounting for Project costs will be under the FERC Uniform System of 
Accounts and separated by Projects, and further separated by units to the extent necessary 
to determine unit efficiency; (2) in the event of an extended period of reduced steam 
avadability, the available steam will be allocated to the most efficient units to be operated to 
best meet all Participants loads, with a procedure developed so that the available generation, 
costs and savings will be equitably reallocated among Project Participants; (3) in the event 
of an extended period of reduced transmission capacity for the Projects, the most efficient 
units will be operated to meet the available transmission capacity, with a procedure 
developed so that the resulting generation, costs and savings will be equitably reallocated 
among the Project Participants; (4) during unit outages, unit Participants will be responsible 
for all costs associated with that unit such as repair costs and replacement power costs if 
required; (5) if a unit is retired for any reason, unit Participants are responsible for all costs 
resulting from retirement including remaining debt service, if any; (6) any penalty payments 
resulting from unit three or unit four not being operational by the date required in any 
pertinent contracts will be assessed against Project No. 3; (7) steam costs will be allocated 
between the Projects in accordance with the steam purchase contracts from time to time 
existing; (8) in the event NCPA funds future wells or well rehabilitation, a procedure will 
be established in advance for determining to which Project each such expenditure is for and 

thereafter costs and resulting credits, if any, will be allocated to that Project; (9) Project No. 
3 Participants will negotiate to acquire the interest of Project No. 2 Participants in the drill- 

rig funded by the Development Fund and any revenue from leases or drill operations after 
such transfer will accrue to Project No. 3. 

I. In the Apeement for Transfer of Rights to Capacity and Energy of Geothermal 

Generating Project Number 3, dated as of October 1, 1983, (Turlock Member Agreement), 
as supplemented, Turlock Irrigation District acquired Transferred East Block Entitlement 
Percentages of the capacity and energy of the Project from the Cities of Biggs, Gridley, 

Healdsburg, Mi, Palo Alto, Roseville, and Ukiah, and the Plumas-Sierra Rural Electric 
Cooperative. 
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J .  
which an the source of steam supply for all four units of Project No. 2 and Project No. 3. 

On August 30,1985 NCPA purchased the two federal geothermal resomces leases 

K. Project Participants in Project No. 3 have acquired the interest of Project 
Participants in Project No. 2 i n  the drill-rig funded by the Development Fund pursuant to 
the Memorandum of Understanding Re NCPA Geothermal Projects. 

L. By this Agreement, NCPA and the Project Participants intend to regard the Project 
as a single resource, because of the finite nature of the steam reservoir, and provide the 
means to manage Steamfield usage, to optimize that usage, and make appropriate 
reflections thereof in cost accounting and budgeting, and to modify or clarify some of the 
understandings among them, including certain understandings in the Memorandum of 
Understanding Re NCPA Geothermal Projects, in order to achieve those objectives by this 
Agreement. 

NOW THEREFORE, in consideration of the premises described in the recitals, and of the 
promises, covenants, terms and conditions in this Agreement, NCPA and the Project 
Participants do hereby enter into this 

A G R E E M E N T :  

1. Definirions. Unless the context requires otherwise, the capitalized terms in this 
Agreement shall have the following meanings. 

I . I .  “Agreement” means this Geothermal Project Operating Agreement by and 
among NCPA and the Project Participants. 

1.2. “Annual Budget” means the Annual Budget required by section 8.02 of the 
Member Service Agreement, section 6 of Project No. 3 Member Agreement, 

and instruments connected with the Bonds, and if those agreements or 
instruments are superseded, then the term “Annual Budget” shall have the 
meaning given it in the succeeding agreement, and if there is none, then the 
definition supplied in the superseded agreements and instruments shall 

apply. 

1.3. “Bonds” means any evidences of indebtedness issued by NCPA to support or 
finance the Project. 
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I .4. “Cost-Effective” means cost-effective in the context of and for the benefit of 
the Project, as determined by the Geothermal Operations Committee. 

1 5 .  “East Block Price” means the price for steam set and adjusted pursuant to the 
East Block Geothermal Steam Sales Agreement originally made between 
NCPA and Shell Oil Company on September 15, 1980, subsequently 
terminated as to the successor of Shell Oil Company, Grace Geothermal 
Corporation, on  August 30, 1985, but considered by NCPA and the 
Project Participants to be in effect with respect to determining and 
calculating the relative price for steam from the East Block area of the 
Steamfield for the purpose of royalty payments to the lessor. 

1.6. “Efficient” or “Efficiency” means efficient or efficiency in the context of a 
Powerplant, as determined by the Geothermal Operations Committee. 

1.7. “Geothermal Operations Committee” means the Technical Committee of 
NCPA, or its successor, sitting pursuant to this Agreement. 

1.8. “Legal Notice” means sufficient notice under the California open meeting laws. 

1.9. “Member Service Agreement” means the three forms of agreement between 
NCPA and certain of its Members, including the Cities of Alameda, Biggs, 
Gridley, Healdsburg, Mi, Lornpoc, Palo Alto, Redding, Roseville, Santa 
Clara and Ukiah, and the Plumas-Sierra Rural Electric Cooperative, 
effective February 12, 1981. 

1.10. “Modified Operational Plan” means an Operational Plan amended by the 
Commission upon the advice of the Geothermal Operations Committee from 

time to time. 

I . I ] .  “Operational Plan” means the five or more-year plan for the operation of the 
Steamfield and Powerplants adopted pursuant to this Agreement. An 
Operational Plan shall set objectives and parameters for operation of the 
Steamfield and the Powerplants. The Operational Plan (i) shall establish the 
maximum and otherwise describe the annual and monthly capacity and 
energy output of the Powerplant and the associated Project Participants’ 
annual capacity and energy entitlement, based on Project Entitlement 
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Percentages, which each Participant may schedule and (ii) shall include 
operating guidelines for Powerplant operations and scheduling, Steamfield 
operations and development, minimum operating levels, Project 
maintenance schedules, Project enhancement schedules, and related cost 
information. The Operational Plan shall provide for avoiding, correcting, 
and addressing Substantial Deviations. The general goals of an Operational 
Plan shall be the Cost-Effective optimization of Steamfield and Powerplant 
usage. 

1.12. “Powerplant” means one or more of the electric generating units at the Project 
originally nameplate-rated at 55 megawatts each. 

1.13. “Primary Block Price” means the price for stearn set and adjusted pursuant to 
the Geothermal Steam Sales Agreement originally made between Shell Oil 
Company and NCPA on June 27, 1977, and amended on May 25, 1978, 
November 30, 1978, December 6, 1979, and September  15, 1980, 
subsequentiy terminated as to the successor of Shell Oil Company, Grace 
Geothermal Corporation, on August 30, 1985, but considered by NCPA 
and the Project Participants to be in effect with respect to determining and 
calculating the relative price for steam from the Primary Block area of the 
Steamfield for the purpose of royalty payments to the lessor. 

1.14. “Project” means the Steamfield and the Powerplants, and all improvements, 
equipment, materials, and appurtenances necessary or convenient for the 
generation, transformation, and transmission of electric power from Project 
No. 2 and Project No. 3 controlled or funded by NCPA. 

I . I 5  “Project Entitlement Percentage” means, with respect to each Project 
Participant, the percentage so identified and set forth opposite the name of 
such Project Participant in Appendix A to the  Project No. 3 Member 
Agreement, as defined i n  Amendment Number O n e  thereof, as such 
percentage shall be revised from time to time in accordance with sections 
7(d) and 13 thereof, shown on Exhibit B, attached to and incorporated into 
this Agreement. “East Block Entitlement Percentage” and “Project No. 2 
Entitlement Percentage” mean, with respect to each Project Participant the 
percentages so identified and set for th  opposite the name of such Project 

~ ~~ ~ ~ _ _  ~~ 
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Participant in the same Appendix A, as such percentages shall be revised 
from time to time in accordance with sections 7(d) and 13 thereof, and all as 
may be affected by the Agreement for Transfer of Rights to Capacity and 
Energy of Geothermal Generating Project Number 3, dated as of 
October 1, 1984, by and among the Transferring Participants and the 
Turlock Irrigation District (Turlock Member Agreement), with the 
Transferred East Block Entitlement Percentages so identified and set forth 
opposite the name of each Transfemng Participant and Turlock Irrigation 
Dismct in Appendix A thereto, The “East Block Entitlement Percentage” of 
Palo Alto is also affected by the Agreement between the Turlock Irrigation 
District and the City of Palo Alto, dated December 30, 1985. 

1.16. “Project No. 2 Member Agreement” means the Member Agreement for 
Construction, Operation and Financing of NCPA Geothermal Generating 
Unit No, 2 Project, dated as of June 15, 1977, as amended and 
supplemented, by and among NCPA and certain of its Members, the Cities 
of Alameda, Biggs, Gridley, Healdsburg, M i ,  Lompoc, Roseville, Santa 
Clara, and Uhah, and the Plumas-Sierra Rural Electric Cooperative, which 
provided for the construction, operation, and financing of Project No. 2. 

1.17. “Project No. 3 Member Agreement” means the Agreement for Construction, 
Operation and Financing of Geothermal Generating Project Number 3, 
dated as of July 1, 1983, as amended and supplemented, by and among 
NCPA and certain of its Members, the Cities of Alameda, Biggs, Gridley, 
Healdsburg, Mi, Lompoc, Palo Alto, Roseville, Santa Clara, and Ukiah, 
and the Plumas-Sierra Rural Electric Cooperative, which provided for the 
construction, operation, and financing of Project No. 3. 

I .18. “Steamfield” means the geothermal steam resource available to the Project 
from federal Geothermal Resources Leases CA 949 and CA 950 held by 
NCPA, and other arrangements which may make a geothermal steam 
resource available to the Project. 

1.19. ‘Substantial Deviation” means a variation from a major objective or parameter 
in an Operational Plan or Modified Operational Plan of plus or minus five 
percent or more, unless otherwise provided in a plan. 
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120. “Year” means the fiscal year ended June 30. 

2. Term. This Agreement shall remain in force and effect from the date first mentioned 
above, which date shall be the date on which this Agreement has been duly executed and 
delivered to NCPA by Project Participants the entitlement percentages of which, in the 
aggregate, equal one hundred percent under the Project No. 2 Member Agreement and the 
Project No. 3 Member Agreement, including any Project Participant which takes its interest 
as transferee of a Transferred East Block Entitlement Percentage or Permanent Txansferred 
East Block Entitlement Percentage, until this Agreement may be superseded by another 
ageement among the same parties for the operation of the Project as a facility or until the 
Project Participants terminate or cancel this Agreement with the same formality as its 
execution, as provided in this section 2. 

3. Geothermal Operations Committee. There is in NCPA a Technical Committee of 
Member representatives which meets monthly. At each monthly meeting the Technical 
Committee representatives of the Members who are Project Participants shall sit as the 
Geothermal Operations Committee. If the Technical Committee is abolished or succeeded, 
the Geothermal Operations Committee shall continue to exist, as appointed in the same 
manner as the Technical Committee, or the Geothermal Operations Committee shall be 
succeeded, if this Agreement is superseded as provided herein. The Geothermal Operations 
Committee shall advise NCPA on matters relating to the Project. The Geothermal 
Operations Committee shall meet and take action with a quorum as provided in section 11 
of the Project No. 3 Member Agreement and the Turlock Member Agreement, and in 
addition, without objection the committee may act by consensus. Regular and special 
meetings shall be held with Legal Notice. Special meetings may be called by the General 
Manager, the Operation Manager, or a representative of a Project Participant, or an 

alternate. The Geothermal Operations Committee shall have such other authority as may be 

delegared to it by the NCPA Commission and the Project Participants. 

4 .  Conriming Moniroring. NCPA shall report each month to the Geothermal Operations 

Committee on the operational status of the Steamfield and the Powerplants and attainment 
of the Operational Plan and any Modified Operational Plan, dong with a monthly summary 
of activities, expenditures, and other costs provided in and compared to the Annual Budget, 
and monthly data including, but not limited to Powerplant availability, energy production, 
capacity levels, minimum and maximum operating levels, and energy banking accounts. 
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5. Plan Adoprion. Beginning at the June 1990 Commission meeting, and every year 
thereafter, the Commission shall adopt, upon the recommendation of the Geothermal 
Operations Committee, an Operational Plan for the Project. Prior to the adoption of the first 
Operational Plan, and in the interim between plan adoptions, NCPA shall be guided in 
Steamfield and Powerplant operations by the advice of the Geothermal Operations 
Committee. After the adoption of the first Operational Plan, NCPA shall conduct 
S teamfield and Powerplant operations in accordance with the Commission adopted 
Operational Plan and the Modified Operational Plan, and NCPA shall have the authority to 
meet or make a Substantial Deviation as may be required for prudent utility practice in 
accordance with this Agreement. 

6. Planning. The Project Panicipants shall present to the Geothermal Operations Committee 
individual written forecasts of their capacity and energy requirements from the Project by 
November 1 of each year covering the next five Years. Such forecasts shall be periodically 
revised as the Project Participants determine to make revisions. In cooperation with the 
Project Participants, NCPA staff shall prepare draft Operational and Modified Operational 
Plans. Each month NCPA staff shall present to the Geothermal Operations Committee a 
Project operations report, includng a projection of Powerplant operations and generation 
for at least the next 12 months, based on a compiIation of the Project Participants’ 
forecasts, with such cost information as the committee may require. If NCPA determines to 
recommend changes in the Operational Plan, NCPA staff shall present to the Geothermal 
Operations Committee a draft Modified Operational Plan. If the Geothermal Operations 
Committee determines to recommend changes in the Operational Plan, the committee shall 
present a draft Modified Operational Plan to the Commission as suon as practical. By the 
April Commission meeting every year the Geothermal Operations Committee shall present 
to the Commission an Operational Plan. 

7. Srearnfield and PowerpZant Operations. Pursuant to section 11 of the Project No. 3 
Member Agreement, entitled Member Direction and Review, the Project Participants do 
hereby direct NCPA to operate the Steamfield and Powerplants in accordance with 

Operational Plans and Modified Operational Plans adopted by the Commission. The Project 
Participants may schedule energy in compliance with such plans. The Project Participants 
may vary their receipt of energy monthly, but a Project Participant shall not take more than 
its Project Entitlement Percentage annuaily of the energy available from the Project 
annually, and by the end of the Year any portion of energy to which a Project Participant is 
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entitled by its Project Entitlement Percentage that is not received shall be deemed waived 
and foregone. If NCPA encounters a Substantial Deviation or determines any need to make 
a Substantial Deviation from an Operational Plan or Modified Operational Plan, NCPA staff 
shall take such action as may be required for prudent utiIity practice and promptly notify the 
Geothermal Operations Committee and the Project Participants in writing. NCPA staff shall 
give such prompt notification of any Substantial Deviation which NCPA (i) determines to 
make at least seven days in advance, unless emergency conditions and prudent utility 
practice require action beforehand or (ii) encounters, within seven days of the deviation. 
The General Manager, the Operation Manager, or a representative of a Project Participant 
on the Geothermal Operations Committee, or an alternate, may with Legal Notice call a 
meeting of the Geothermal Operations Committee to consider the Substantial Deviation and 
such changes of the Operational Plan and the Modified Operational Plan as may be 
appropriate under the circumstances. 

8. C u m .  NCPA shall continue to account for Project costs under the Federal Energy 
Regulatory Commission Uniform System of Accounts for Public Utilities Subject to the 
Federal Power Act, separating such costs between Project No. 2 and Project No. 3, and 
further separated by units to the extent necessary to determine unit Efficiency. Project cost 
elements are classified as fixed or variable or allocated between fixed and variable. As a 
general principle, fixed costs shall be assigned to capacity and variable costs shall be 
assigned to energy. An example of the classification of fixed and variable costs assigned to 
capacity and energy is illustrated in Exhibit A, attached to and incorporated into this 
Agreement. Fixed and variable costs shall be determined in the Operational Plan. The 
variable price for steam and such other costs which vary with energy output shall be 
allocated to the Project Participants at the same price per unit of energy output without 
regard to which Powerplant is the source of the energy. Project Participants shall pay for 
capacity and energy from the Project in  accordance with this Agreement and the Project 
No. 3 Member Agreement. Exhibit A contains an example of annual payments for 
capacity and energy for a one year period, estimated on the basis of this section 8. This 
section 8 is an agreement among the Project Participants made pursuant to section 16 of the 
Project No. 3 Member Agreement for the transfer or sharing of resources, facilities and 
costs between and among the Project for the integrated operation of the Project by NCPA, 
and for the equal sharing of steam. Solely among themselves and NCPA, the Project 
Participants waive as to the price for steam and the costs of Steamfield operation, 
maintenance, and development that sentence of section 5(a) of the Project No. 3 Member 
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Agreement, which provides that NCPA shall fix charges to the Project Participants for 
(i) all other payments provided to be made by NCPA under the Steam Sales Agreement 
and the Project No. 2 Steam Sales Ageement defined therein, based upon East Block 
Entitlement Percentages applied to such costs allocable to the East Block portion of the 
Project and Project No. 2 Entitlement Percentages applied to such costs allocable to the 
Project No. 2 portion of the Project; and to meet the  costs described in (ii) thereof, of any 
other operation, maintenance and replacement costs of the Project, to the extent they are the 
costs of Steamfield operation, maintenance, and development, based on the anticipated 
energy sales of the East Block portion of the Project and, o n  the anticipated energy sales of 
the Project No. 2 portion of the Project, respectively. NCPA shall continue to pay the 
royalty due the lessor of the Steamyeld on the basis of the Primary Block Price and the East 
Block Price, unless or until arrangements for such payments change, and the costs of such 
royalty shall be included in the price of steam from the Stearnfield as provided in this 
section 8. The Annual Budget shall reflect monthly estimates of fixed and variable costs of 
the Project. Monthly billings by NCPA to the Project Participants shall compare the actual 
fixed and variable costs with the Annual Budget estimates. 

9. Member Direction and Reviau. All directions to NCPA with respect to the Project and 
all meetings of NCPA in connection therewith shall be as provided in section 11 of the 
Project No. 3 Member Ageement and the Turlock Member Agreement 

10. Reduced Sfearn Availabiliry. In the event of an extended period of reduced steam 
availability, the available steam from the Steamfield shall be allocated to the most Efficient 
Powerplants, and operated pursuant to the Operational Plan, or Modified Operational Plan, 
to best meet all Project Participant requirements from the Project and to achieve the most 
Cost-Effective use of the Project, within the objectives and parameters of such plans, SO 

that available capacity and energy are allocated to tbe Project Participants in  accordance whh 

their Project Entitlement Percentages. 

11. Reduced Transmission Capacity. In the event of an extended period of reduced 
tTansmission capacity, the Powerplants shall be operated pursuant to the Operational Plan, 
or Modified Operational Plan, to best meet all Project Participant requirements from the 
Project and to achieve the most Cost-Effective use of the Project, within the objectives and 
parameters of such plans, so that available capacity and energy are allocated to the Project 
Participants in accordance with their Project Entitlement Percentages. 
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12, Powerplant Repair, Reriremenr, Replacemenr and Enhancement. NCPA shall allocate 
the costs of repair, retirement, replacement, or enhancement of the Project to the Project 
Participants in accordance with their Project Entitlement Percentages without regard to 
which part of the Project or Powerplant is affected by the need for repair, retirement, 
replacement, or enhancement. 

13. Powerplant Production Reducrion, Suspension or Retirement. An Operational Plan or 
a Modified Operational Plan may include objectives and parameters for the reduction of 
production of any Powerplant, and the suspension of production, or retirement of any 
Powerplant from service in the Project. In the event of a long-term reduction of production, 
suspension, or retirement of any Powerplant in the Project, (i) the selection of the 
Powerplant for reduction, suspension, or retirement shall be made on the basis of which 
remaining Powerplant or Powerplants will result in the most Cost-Effective operation of the 
Project, and (ii) the Project Participants shall remain responsible for any debt service 
remaining on Bonds issued to suppon the acquisition, construction, completion, or 
refinancing of the Powerplants in accordance with their Project No. 2 Entitlement 
Percentages and East Block Entitlement Percentages, except as provided in section 12 of 
this Agreement. All other debt service responsibility and costs, and the capacity and energy 
from the remaining Powerplants shall be allocated to the Project Participants in accordance 
with their Project Entitlement Percentages. 

14. Notices. Notices shall be mailed first class to the addresses of the Project Participants 
maintained on the roster of NCPA. 

15. Member Service Agreemenr. This Agreement is a Service Schedule pursuant to section 
2.04 of the Member Service Agreemcnt. 

16. Projecr Agreements. This Ageement is a further statement and modification of the 
agreements by and among NCPA and the Project Participants in Project No. 2 Member 
Agreement, Project No. 3 Member Agreement, the Member Service Agreement, and the 
Memorandum of Understanding Re NCPA Geothermal Projects, which is intended to be 
harmonized with those agreements so as to eIiminate conflict. This Agreement shall not bc 
deemed to modify or change any obligation of the Project Participants arising out of Project 
No. 2 Member Agreement or Project No. 3 Member Agreement to the holders of Bonds. 
Kothing in this Agreement shall i n  any way alter or diminish the obligations of the Project 
Participants pursuant to section 5(b) of the Pro-iect No. 3 Member Agreement. In the event 
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of a conflict between those agreements and this Agreement which does not adversely effect 
the rights of a holder of Bonds, this Agreement shall take precedence. Any provision of 
this Agreement found invalid by a COUR of competent jurisdiction shall be severed from this 
Agreement if the remaining provisions will effectuate the intent of the parties. 

18. Counserparrs. This Agreement may be executed in several counterparts, all or any of 
which shall be regarded for all purposes as one original and shall constitute and be but one 
and the same instrument. 

WHEREFORE, NCPA, upon authorization by its Commission sitting as a whole, at a duly 
and regularly called meeting, and the Project Participants, after all due authorization by their 
governing bodies, have executed this Agreement, as evidenced by the signatures of their 
authorized representatives M o w .  
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P A R T Y  

NCPA 

Alameda 

Biggs 

Gridley 

Healdsburg 

Lodi 

Lompoc 

Pal0 Alto 

Roseville 

santa Clara 

Turlock Irrigation 
District 

Ukiah 

R E P R E S E N T A T I V E  

Michael W. McDonald 
Its General Manager 

City Manager C 

t 

1 
.1 

PI umas-S i e r a  
Rural Electric Cooperative 
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EXHIBIT A 

DETERMINATION OF FIXED AND VARIABIE COSTS 

A determination of the "fixedw and @%ariablew costs for NCPA 
generation projects is required so that  t h e  proper decisions can 
be made by sys tem dispatchers to minimize  operating costs and also  
to ensure that costs  f o r  t h e  projects  are allocated equitably among 
project participants. 

Accounting records must be maintained for those expenses Incurred 
by NCPA during t h e  operation of its power plants. These records 
are maintained according to the classifications published in the 
FERC Chart of Accounts. The FERC Chart of Accountc doer not 
contain any guidelines f o r  use by NCPA to further differentiate 
costs between "fixed" and wvariablew . Bowever, utilities and their 
regulating agencies have established guidelines for claosifying 
costs as "fixed" and/or "variablew which arc incorporated herein. 

Budaet. The Annual Budget, prepared by NCPA and approved by its 
Commission, provides a detailed summary of expenditures for each 
project. The Budget includes, in addition to t h e  annual budgeted 
amounts for each l i n e  item, the allocation of those project costs 
to wfixed*t and "variable". The following are basic p r i n c i p l r s  
u t i l i z e d  by the project  participants in making this al locat ion.  

Fixed Costs. Fixed costs have g e n e r a l l y  been defined ac those 
project-related costs which do not change as t h e  electrical output 
of the  plant varies. Examples of f ixed costs are debt mewice, the 
f i x e d  por t ion  of operation expenses, and property taxes. 

Variable C OSt6. Variable costs are those costs which are dependat 
upon the  electrical output of a generating u n i t  or plant. An 
example of a variable cost is the cost for  natural gas 01 fuel o i l  
used as an energy source at a generating plant. That h, ac the 
amount of generation increases, 10 doer the amount Of fuel 
consumed. 

B i l l h a ,  Wonthly pover billings for -fixedw and wvaria.bhm -8- 
are based on the NCPA budget as adopted by the Commission. If 
actual f i x e d  ($  per kW) and/or variable ($  per kWh) costs deviate 
substantially from the budgeted amounts, HCPA w i l l  propose to the 



Commission an adjustment for those months remaining in NCPA'r 
budget period. 

GEOTHERKAL P ROJECT COSTS 

As the operator of the Geothermal Project, HCPA incurs many types 
of costs. In order to economically load the plants within NCPA'fz 
system, the operating costs must be known and classified as mfixeQm 
and/or "variable". Annual costs for the Geothermal Project are 
projected by NCPA and approved with the Budget by its Commission. 
It is assumed that "fixed" costs remain at a constant level f o r  a 
twelve-month period and do not change because the output of the 
Project varies. *Variablet1 costs are assumed to change as the 
output of the plant increases or  decreases duringthe twelve-month 
period of NCPA's Annual Budget. 

Operating costs for the Geothermal Project are separated into two 
major  categories: (1) c o s t s  of the steam consumed by the plants, 
and (2) all other costs of the plants. Both categories are further 
classified into "fixed" and "variable" components. 

Fixed Costs - Steam Field 
1. Net Debt Service - NCPA purchased the geothermal steam field. 
Debt service (principal and interest) on the bonds issued t o  
acquire t h e  steam field must be paid regularly regardless of the 
amount of steam the field produces. Therefore, debt service costs 
are considered to be a nfixedgl cost. Interest income earned on 
related reseme accounts is used to reduce the debt service billed 
through the "fixed" cost charge. 

2. Operation and Maintenance - The steam collection system and 
its controls must be operated and maintained in order to ensure the 
geothermal plants can be operated at their maximum capacity. These 
costs are considered to be *fixedm. 

3. Property Taxes - The installed cost of t h e  steam vells,  
collection system, i ts  control equipment, the value of 
remaining steam reserves, and annual generation levels are 
factors used by the taxing counties to assess the valuation 
determine the amount of property taxes. Even though the level 
annual generation can vary, its effect on property taxes does 
f low directly through to NCPAls Annual Budget. Property taxes 

the 
the 
a l l  
and 
f o r  
not 
are 

considered t o  be "fixed" because changes i n  t h e  level of generation 
do not affect NCPAls current t a x  obligations, 

4 .  Administrative and General Costs - Steam field administrative 
and general costs do not vary with plant output and are, therefore, 
considered to be "fixed". 



Var iab le  Cos t s  - Steam F i U  

1. Royal ty  p a i d  t o  t h e  Bureau of Land Hanagement ( B M )  - NCPA 
must pay a r o y a l t y  on each 1,000 pounds of steam removed from the 
two f e d e r a l  l e a s e s .  As t h e  electrical ou tpu t  of t h e  p l a n t  v a r h o ,  
t h e  amount of steam required t o  main ta in  this output a l s o  v a r i e r .  
Therefore, r o y a l t y  c o s t s  a r e  cons idered  to be wvariablen. 

2. Steam Well D r i l l i n g  and F i e l d  Development - Once the i n i t i a l  
se t  of w e l l s  were d r i l l e d  and commercial production obtained, the 
geothermal p l a n t s  could o p e r a t e  a t  t h e i r  full output.  However, 
normal p r e s s u r e  d e c l i n e s  i n  the f i e l d  due t o  energy production 
require t h a t  a d d i t i o n a l  wells must be drilled i n  order  t o  maintain 
s u f f i c i e n t  steam flows. Therefore, d r i l l i n g  c o s t s  incur red  
subsequent  t o  t h e  i n i t i a l  start-up d a t e  of each p l a n t  are  
c o n s i d e r e d  as a "variable1 '  expense. 

F i x e d  Costs  - Geothermal Plant 

1. Operat ion Cos ts  - O t h e r  t h a n  hydrogen sulphide abatement, 
a s s o c i a t e d  chemicals and d i s p o s a l ,  a l l  ope ra t ion  c o s t s  a r e  "fixed". 
These c o s t s  i nc lude  l a b o r  expenses which do not vary w i t h  p l a n t  
ou tpu t .  

2. Maintenance Cos ts  - Maintenance of s t r u c t u r e s  is an annual 
requirement  independent of p l a n t  output  and is t he re fo re  considered 
t o  be "fixedf' .  Maintenance reserves are also considered t o  be 
"fixed" . Other  maintenance costs are d iscussed  below. 

3. Admin i s t r a t ive  and General Costs  - NCPA's adminis t ra t ive  and 
g e n e r a l  costs do n o t  va ry  d i r e c t l y  v i t h  p l a n t  output and are 
g e n e r a l l y  cons idered  to be "fixedf@. However, pension and benefit 
c o s t s  are allocated based on the d i s t r i b u t i o n  of operat ing and 
maintenance d i r ec t  labor expenses prev ious ly  assigned t o  the 

f ixed" and *@var i ab le f@ c a t e g o r i e s .  

4 .  Net D e b t  Service - P r i n c i p a l  and i n t e r e s t  on t h e  bonds i ssued  
by NCPA t o  f i n a n c e  t h e  c o n s t r u c t i o n  of t h e  geothermal p l a n t s  must 
be paid regularly r e g a r d l e s s  of t h e  o p e r a t i n g  s t a t u s  of t h e  p l an t s .  
The re fo re ,  debt  service is cons idered  t o  be a wfixed*t cost. 
I n t e r e s t  income earned  on r e l a t e d  reserve accounts is used to 
reduce the debt service b i l l e d  through the  "fixed" c o s t  charge. 

5. Property Taxes - The i n s t a l l e d  cost  of cons t ruc t ing  the  
geothermal p l a n t s  and annual  a d d i t i o n s ,  i f  any, are f a c t o r s  used 
by t h e  t a x i n g  c o u n t i e s  t o  assess the valuation and determine the 
amount of property taxes.  Prope r ty  t a x e s  are considered t o  be 
"fixed" because changes t o  t h e  level of generat ion do not  affect 
NCPA's t a x  o b l i g a t i o n s .  



Variable Costs - Geotherm a1 P m  

1. Operation Costs - During operation of the geothermal plants 
the removal of sulphur wastes from the condensate is a continuous 
process. Environmental regulations require the removal of the 
sulphur by-product prior to the discharge of condensate. Disposal 
costs, the  cost of chemicals which are used to react w i t h  the 
sulphur during the removal process, and State hazardous waste taxes 
are considered to be "variable" because they vary directly w i t h  the 
output of the plant. 

2. Maintenance Costs - Maintenance expenses are generally 
classified as "variable" because as the plant  output varies so does 
the amount of maintenance required. 

3. Administrative and General (Pensions and Benefits) - These 
costs are allocated based on the distribution of operation and 
maintenance direct labor expenses previously assigned to the 
"fixed" and "variable" categories. 

Unit Costs 

Geothermal plant net debt service is allocated to the two plants 
based on their individual debt service requirements. All other 
fixed costs of t h e  plants and the steam field, including net steam 
field debt service, are allocated equally to both plants. 
Geothermal Projec t  capacity is also allocated equally to both 
plants. The "fixed" cost per kilowatt for each plant is then 
determined by dividing the total fixed costs for each plant by one- 
half of the Project capacity. 

The Project's per unit "variable" cost is determined by dividing 
the sum of all plant and steam field nvariablelf costs by the 
projected combined energy production of both plants and charged at 
t h e  same price per kilowatt-hour without regard to which plant is 
t h e  ~ource of t h e  energy. 

The classification of Geothermal Project  costs as "fixed" or 
"variable" based on NCPAls fiscal Year 1989-1990 Budget and the 
foregoing guidelines is attached. 
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E X H I B I T  B 

P R O J E C T  E N T I T L E M E N T  P E R C E N T A G E S *  

Alameda 16.8825% 

Biggs .227* 

Gridley .395* 

Healdsburg 3.674* 

Palo Alto 6.158* 

Roseville 7.883’ 

santa Clara 

Turlock Irrigation 
Dlsmct 

44.3905 

* 

U kiah 5.6 145* 

Phmas-Sierra 
Rural Electric Cooperative .g145* 

100.0000% 

* The asterisk identifies a Project Participant that has transferred temporarily or 
permanently its “East Block Entitlement Percentage,” or acquired its ‘‘Project 
Entitlement Percentage” by transfer and which, therefore, shall have its “Project 
Entitlement Percentage” determined as of any particular date of determination pursuant 
to the appendices to or terms of the agreement by which the aqsfer  was made. For 
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each of the Project Participants identified with an asterisk, the actual “Project 
Entitlement Percentage is less than shown in the column above, except for Turlock. 
The exact “Project Entitlement Percentage” shall be determined in the Year in which the 
date of any determination under this Agreement is made, in accordance with those 
appendices and agreements, notwithstanding the fact that a particular percentage is 
shown in the column above. For ease of reference, the relevant definitions and 
agreements are described below. 

“Project Entitlement Percentage” means, with respect to each Project 
Participant, the percentage so identified and set forth opposite the name  of such Project 
Participant in Appendix A to the Project No. 3 Member Agreement, as defined in 
Amendment Number One thereof, as such percentage shall be revised from time to 
time in accordance with sections 7(d) and 13 thereof, shown on this Exhibit B. 

“East Block Entitlement Percentage”and “Project No. 2 Entitlement 
Percentage” mean, with respect to each Project Parricipanr the percentages so idenrif~ed 
and set forth opposite the name of such Project Participant in the same Appendix A, as 
such percentages shall be revised from time to time in accordance with sections 7(d) 
and 13 thereof, and all as may be affected by the Agreement for Transfer of Rights to 
Capacity and Energy of Geothermal Generating Project Number 3, dated as of 
October 1 1984, by and among the Transfemng Participants and the Turlock 
Irrigation &strict (Turlock Member Agreement), with the Transferred East Block 
Entitlement Percentages so identified and set fonh opposite the name of each 
Transferring Participant and Turlock higation District in Appendix A thereto, a copy 
of which is attached to and incorporated into this Exhibit B. 

The “East Block Entitlement Percentage” of Palo Alto is also affected by the 
Agreement between the Turlock higation Dismct and the City of Palo Alto, dated 
December 30, 1985 (Palo Alto Agreement), by which Palo Alto msferred its enfire 
original East Blcck Entitlement Percentage to Turlock. 

The “Project Entitlement Percentage’’ of Turlock Irrigation Dislrict is 
determined as of any date of determination, under the Turlock Member Agreement and 
the Palo Alto Agreement, as the sum of the Transferred East Block Entitlement 
Percentages in the Year in which the date of any determinarion under this Ageement is 
made. 
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Project 
P a r t  i cipan t 

City of Alameda 

City of Biggs 

City of Gridley 

City o f  Healdsburg 

City of Lodi 

City of Lompoc 

City of Palo A l t o  

City o f  Rosevi 11 e 

City o f  Santa Clara 

City o f  Ukiah 

P1 umas-Sierra Rural 
Electr ic  Cooperative 

TOTAL 

SCHEDULE OF PROJECT PAR71 Cl PANTS 
AND PROJECT ENTITLEMENT PERCENTAGES 

(Revised September 12, 1983) 

Project No. 2 East Black 
En ti t l  emen t 

Percen taqe  Percentaqe 
En t i  t l  ement 

14.9942 

0.000 

.334 

3.252 

14.560 

3.266 

0.000 

3.252 

54.651 

4.972 

18,771f: 

.454 

-456 

4.096 

6.000 

4,096 

12.316 

12,514 . 

34.13 

6.257 

.719 -93 

100.000~ 100,000!2 

Project 
EntWement 
Percentase 

16.8825% 

.227 

,395 

3.674 

10,280 

3.681 

6.158 

7.883 

44,3905 

5,6145 

.8145 

100.000% 

Appendix A to the Ptojm No. 3 
Mcmkr Agnxnxnt 
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